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We recommend that there be two returns for foundations—
one for "public" foundations and one for "private" foundations.
In addition, of course, there would be a return on private

foundation managers required by new section 6056.
The recommendations herein relate primarily to infor

mation to be submitted by private foundations.

The information

required of managers by section 6056 is apparent from the Code.

Several of the taxes are imposed in part on "foundation managers”
or "disqualified persons."

Presumably a separate return would

be required, although the manner in which these taxes are to be
collected is not clear.

No attempt has been made here to deal

with these returns, since the foundation return is deemed more

important initially.
The suggestions below are in the form of information
to be required in the return.

draft a return format.

No attempt has been made to

However, we would visualize that the

private foundation return would have a number of schedules—

generally one for each of the taxes imposed by the Act.

The

basic format of the return could well be similar to the Estate
Tax Return (Form 706) in that there could be a page (or pages)
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for each tax or other information required, with instructions on
the facing page, and a summary on page one.

The taxes include both excise and income taxes.

Unless

there is some legal reason that they cannot be covered in the

same return, it would seem the most practical approach.

The

tax on unrelated business income (present Form 990-T) could be

covered to the extent it relates to private foundations.
It will also be necessary to recognize that taxes

reported on in a single return conceivably could be due at

different times.

For example, the tax on failure to distribute

income would not be due until after the year following a taxable
year, while the tax on investment income would be due currently.
In addition, some of the taxes do not lend themselves to self

assessment.

Nevertheless, it would seem desirable to attempt

to cover the activities of one year in a single return.

Separate

signatures may be required in order to have a proper start on

the running of the statute of limitations.

We have not attempted

to investigate these matters.

In addition, since some taxes are effective on
January 1, 1970, and others not until the first taxable year
beginning on or after that date, there will have to be some sort

of "short period" information provided for.
We believe that a major objective in designing the
return should be to make it as "automatic" as possible.

The

statute is so complex and the responsibilities of the foundation

and its managers so great that all information necessary under
the law should be specifically provided for in the return.
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For ease of consideration by the Service, the dis

cussion is keyed to the various Code sections.

Because of that,

special definitional items (substantial contributor, disqualified

person, etc.) have been listed under the particular section in
However, in the return itself it

which they are defined.

would seem desirable to provide a special definition schedule,

since a number of definitions apply to more than one tax.
I.

Section 507
A.

All private foundations

1.

Date of Organization

2.

Has the organiz
ation notified the Secretary of its

intention to terminate its status as a private

foundation?

3.

Yes

No

Has the Secretary notified the foundation that it

is liable for the tax imposed by section 507(c)?
Yes
4.

No

If answer to either is yes:
A.

Date of notification—

B.

Complete separate schedule showing status

of termination proceedings.

This schedule

would show whether assets are being distri

buted, whether there is a period of operation

as a private foundation, and information as

to tax Imposed.

5.

List of substantial contributors as defined in

section 507(d)(2)
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A.

For the first return under the Act, this should

include provisions for a cumulative list

through October 9, 1969 based on actual value
when contributed.

B.

In the first return and all subsequent returns,
the list should be updated so that it is

cumulative at the end of each year.

C.

In both cases the listing should be automatic.,
as follows:

1.

First give total cumulative contributions

and bequests to date (or October 9, 1969).

2.

Two percent of this amount.

3.

If amount in 2 is $5,000 or less, list all
persons who together with their spouse,

have contributed or bequested an aggregate
of more than $5,000 to the foundation.
4.

If amount in 2 is more than $5,000, list

only those persons who together with their
spouse, have contributed an aggregate of

more than the amount in 2.

5.

In addition, list all persons listed under
3 or 4 in any prior years despite the

fact that increased totals would have

caused them not to be included currently.
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II.

Section 508

A.

If organized after October 9, 1969, have you filed

application for exemption under section 501(c)(3)?

Yes

No

If so, give date of application.

B.

For organizations maintaining status as "public

foundation"--have you notified the Secretary that
you are not a private foundation?

(This would be in the "public foundation" return.)
C.

Does the organization’s governing instrument contain
provisions conforming with section 508(e)?
Yes

(Note:

No

For organizations in existence before January

1, 1970, this must be accomplished by the start of
the first taxable year beginning after December 31,

1971 (or appropriate judicial proceedings instituted).)
If appropriate provisions are included and copies
have been previously submitted, they should be

attached.

III.

Section 509

A.

This section generally would not apply to the returns

of private foundations, since it is of importance
to those organizations attempting to avoid private
status.

The Instructions to the private foundation

return should, however, include a statement of the
definition so that the foundation can consider

whether it is in fact "private."
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The private foundation return should provide a

schedule analyzing the sources of the foundation’s
support, as defined in sections 509(d) and 509(e).

This should be in schedular form, with a line for
each type of support.

IV.

Section 4940

A.

There should be a schedule providing for computation
of "net investment income” as defined in section

4940(c).

The schedule should include a caption

for each type of gross investment Income and

detailing the adjustments to arrive at net invest
ment income.
B.
V.

There should be provision for computing the tax.

Section 4941

A.

The schedule for this tax should include a series
of questions, one for each type of self-dealing
described in section 4941(d).

These questions

would provide for ”Yes” or ”No” answers in a manner

similar to that presently used for prohibited trans
actions.

In this connection, the exceptions

provided in section 4942(d)(2) should be cross-

referenced to the general rules of section 4941

(d)(1) in order to facilitate compliance.

For

example, sections 4941(d)(1)(B) and 4941(d)(2)(B)

might be handled as follows:
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1.

Was there any lending of money or
other extension of credit between

the foundation and a disqualified

person?
A.

Yes

No

If the answer is yes, give details
and enter the amount involved in

the schedule below except to the
extent that:

(1)

All of the lending was by the

disqualified person to the

foundation,

(2)

Was without interest or other

charge, and
(3)

The proceeds were used
exclusively for purposes

specified in section 501(c)
(3) of the Internal Revenue Code.

2.

The foundation return should not provide for
payment of tax since these taxes are imposed

on the disqualified person and the partici

pating foundation manager.
VI.

Section 4942
A.

This tax will not arise until the end of the year
following the taxable year in which income is
earned.

However, each year's return should pro

vide for determining the "distributable amount,”

as defined in section 4942(d).

This would include:
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1.

A schedule detailing ’’adjusted net income”
as defined in section 4942(f), and

2.

A schedule detailing "minimum investment
return" as defined in section 4942(e).

In

each case, the schedule should follow the

Code and provide lines for a separate
schedule for each adjustment or modification.
B.

There should also be a schedule showing "qualifying
distributions" made during the year, and the source

from which they are considered to be made.

This

schedule should cover at least the current and
preceding year.

C.

There should also be a schedule for determining
whether the foundation is an "operating foundation,”
and thus exempt from the distribution requirements.

D.

There should also be provision for the foundation

to show that, if organized before May 27, 1969,
it is required to accumulate income or distribute

corpus.

VII.

Section 4943

A.

There should be a schedule for showing percentage of
ownership of each "business enterprise" on May 26,
1969, and the highest percentage of direct owner
ship during the first taxable year beginning after

December 31, 1969.
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B.

For any interest that is in excess of 2%, there should
be a separate schedule combining the holdings of

disqualified persons.

The instructions should

refer to the exceptions provided in section 101(1)

of the Act and section 4943(c)(4).
C.

Holdings of more than 20% (35% in certain cases)
should be set out for special attention.

Generally,

no tax will be payable in the first year, except
to the extent of an increase in holdings by purchase

after May 26, 1969.

VIII.

Section 4944

In view of the subjective nature of this tax, it is
doubtful that it should be put on a ’’self-assessing”
basis and should be assessed only after an examination.

Questions might be included as to certain types of
investment, provided they are delineated in regulations.

IX.

Section 4945
A.

As with section 4944, much of this basis for the

tax is highly subjective.

Therefore, it may be

very difficult to administer on a self-assessment

basis.

However, the return could include infor

mation such as the following:

1.

Did the foundation make expenditures in
connection with an election or a vote
registration drive?

If so, details should

be submitted on a separate schedule.
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2.

Did the foundation make expenditures in
connection with legislative matters?

If so,

details to be submitted on separate schedule.

3.

Did the foundation make any grant (or payment
under former grants) to an individual travel,
study or other purposes?

A.

If the answer is yes, indicate date of
Internal Revenue Service approval of

procedure for making the grant.

B.

For payments prior to (date on which grant

making procedure became effective) give
details showing compliance with section

4945(g).
4.

Did the foundation make any grants to another

private foundation (or an organization organized
and operated exclusively for testing for public

safety)?
A.

If so, explain on attached schedule.

In this case, the attached schedule would

inquire as to the manner in which
expenditure responsibility is exercised.
X.

Section 4946
This should provide detailed schedules for

identifying the persons included in the various terms
defined in the Code section.

Similar information will

be required in the return of the foundation managers
under section 6056.

